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SUMVARY
This bill would nodify the Manufacturers’ Investnment Credit (MC) to all ow unused

credit carryovers to be carried forward indefinitely.

EFFECTI VE DATE

As a tax levy, this bill wuld be effective i medi ately upon enactnent and woul d
specifically apply only to taxable or income years beginning on or after
January 1, 2000.

LEG SLATI VE H STORY

SB 671 (Ch. 881, Stats 1993) added the M C to the Revenue and Taxati on Code.

SB 676 (Ch. 751, Stats. 1994) made clarifying changes to the MC. SB 975

(Ch. 91, Stats. 1995) was a code mmintenance bill; it nmade technical changes to
the MC. SB 38 (Ch. 954, Stats. 1996) expanded the M C by: (1) adding

sem conduct or equi pnent manufacturing and certain aerospace nmanufacturing to the
definition of “qualified taxpayer” for the special purpose building provision;
and (2) addi ng taxpayers engaged in certain biopharmaceutical and biotech
activities to the definition of “small business.” SB 1106 (Ch. 604, Stats. 1997)
was a clean-up bill for SB 38; it nmade technical changes to the MC. AB 2798
(Ch. 323, Stats 1998) extended the M C to manufacturers of custom or prepackaged
conmputer software. SB 1229 (Ch. 987, Stats. 1999) made clarifying changes needed
as a result of AB 2798.

AB 2461 (2000) woul d meke four changes to the M C for taxable or inconme years
begi nning on or after January 1, 2000, including a change to allow unused credit
carryovers to be carried forward indefinitely.

AB 648 (1997/1998) woul d have all owed unused credit carryovers to be carried
forward indefinitely. AB 648 was held in the Assenbly Appropriations Conmttee.

SPECI FI C FI NDI NGS

Existing state law allows qualified taxpayers a credit, known as the MC, equal
to 6% of the anpbunt paid or incurred after January 1, 1994, for qualified
property that is placed in service in California. Unused MC carryovers nmay be
carried forward for a maxi mum of eight years. For small businesses, this
carryover period is extended to ten years.
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This bill would change the M C carryover provision froman eight or ten-year
limted carryover to an unlimted carryover. Thus, for taxable or incone years
begi nning on or after January 1, 2000, a taxpayer that is unable to use the
entire MC credit could carry over the credit indefinitely. However, carryovers
fromtaxable or income years prior to January 1, 2000, would continue to be
limted to the carryover period applicable in the taxable or incone year in which
the carryover was first generated.

Pol i cy Consi derati ons

Recently, the policy regarding credit carryover provisions has noved from
unlimted carryovers to limted carryovers, as nost carryovers that will be
used are used within eight years. This bill would reverse that policy.

| npl enent ati on Consi derations

M C carryovers fromtaxable or inconme years beginning before January 1
2000, would continue to be limted. However, taxpayers could m sunderstand
this law and try to claimcredit carryovers that have expired. This may

|l ead to disputes between taxpayers and the departnent. Anmendnents 4 and 8
woul d clarify that carryovers of the MC fromtaxable or inconme years

begi nning before January 1, 2000, would continue to be limted.

Techni cal Consi derati ons

Amendnents 1 and 5 woul d renove the definition of small business. The snal
busi ness definition is used only for purposes of determ ning the |ength of
the credit carryover period (8 or 10 years) and woul d no | onger be
necessary.

Amendrents 2, 3, 6 and 7 would renobve the phrase “the anendnents nmade by the

act adding this subdivision shall be operative” and insert the correct
citation for the specific |aws that changed the MC.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

It is estimated that this bill would result in revenue losses in the $5 to
$10 mllion range annually beginning in fiscal year 2008-09.

The credit use rates taken fromthe mcrosinulation nodel of California tax
returns were applied to derive the aggregate credit use.
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PROPCSED AMENDMENTS TO AB 2596
As Introduced February 25, 2000
AMENDMVENT 1
On page 10, strikeout lines 6 through 22, inclusive.

AMENDMENT 2

On page 14, nodify lines 39 and 40 as fol |l ows:

(j) The amendnents nmade by the-aect—addingthis—subdivision Chapter 954 of the

Statutes of 1996 shall be operative for taxable years begi nning

AMENDMENT 3

On page 15, nodify lines 3 and 4 as foll ows:

(k) The anmendnents nmade by the-aet—addingthis—subdivision Chapter 323 of the

Statutes of 1998 shall be operative for taxable years begi nning

AVENDMVENT 4
On page 15, line 7, strikeout "only to" and insert:
to carryovers arising fromcredits allowed in
AVENDMVENT 5
On page 23, strikeout lines 13 through 29, inclusive.
AVENDMVENT 6

On page 28, nodify lines 5 and 6 as foll ows:

(j) The anmendnents nmade by the-aet—addingthis—subdivision Chapter 954 of the

Statutes of 1996 shall be operative for income years beginning

AMENDMENT 7

On page 28, nodify lines 9 and 10 as foll ows:

(k) The anmendnents nmade by the-aet—addingthis—subdivision Chapter 323 of the

Statutes of 1998 shall be operative for income years beginning

AMENDMENT 8
On page 28, line 13, strikeout "only to" and insert:

to carryovers arising fromcredits allowed in



